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The Volunfary Credit Restraint Program 


ONE OF THE most important economic problems which 
the country faces today is how to restrain inflationary 
pressures. A rising spiral of cost and price increases 
makes it more difficult and expensive for both the Gov- 
ernment and private industry to obtain and utilize 
materials needed for defense production. 

Expansion of credit is one of the strongest of infla- 
tionary pressures. Credit is needed by many plants 
shifting to or expanding their defense work, by local 
governments building essential roads and other facilities 
near a defense area, and by other producers of essential 
civilian goods and services. A larger volume of credit 
for defense requirements will create additional purchas- 
ing power without facilitating the creation of an equiva- 
lent flow of consumer goods. More dollars and fewer 
goods in the hands of producers and consumers leads to 
competitive bidding for available goods and thus to 
higher prices. 

The volume of new credit should be limited to avoid 
inflationary pressure. If banks and other financial insti- 
tutions can curtail the flow of nonessential credit by 
restricting loans, the borrowing necessary for defense 
expenditures will have a minimum impact on the price- 
wage structure. While general price and wage controls 
and restrictions on the civilian use of scarce goods will 
help to reduce the demand for new credit, control over 
the amount of nonessential credit and a diversion of 
credit to essential uses are basic methods of curbing 
inflation due to credit expansion. 

In the months following the outbreak of hostilities 
in Korea there was a marked increase in the extension 
of all types of credit. Consumer buying rose to new 
peaks, while the volume of consumer credit outstanding 
increased sharply. Real estate credit had expanded in 
the first half of 1950 and continued to rise in support 
of the housing boom. A rapid growth in commercial 
bank loans occurred as trade and manufacturers’ in- 
ventories climbed to new highs and actual and planned 
expenditures for new plant and equipment rose. Busi- 
ness expansion depended heavily on credit extension. 

By early 1951 it had become apparent that the times 
required some additional method of restricting credit, 
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especially if the economy hoped to maintain the ad- 
vantages of individual judgment. The Federal Reserve 
System had designed its general credit policy to make 
the maximum use of small changes in interest rates and 
attempted to offset its support functions in one sector 
of the U. S. Government securities market by sales in 
another, thereby restricting aggregate Federal Reserve 
credit. The Board of Governors had imposed credit con- 
trols beginning with a raising of the rediscount rate in 
August 1950, restricting consumer instalment credit, and, 
with accompanying regulations of the VA and the FHA, 
credit on construction of new residential properties. It 
had increased the margin requirements on security 
loans and had raised member bank reserve require- 





The Board of Governors of the Federal Reserve 
System consulted with representatives of com- 
mercial banks, investment banks, and life insur- 
ance companies in the first months of 1951, to 
explore ways of curbing the expanding volume of 
new commercial, industrial, and agricultural 
credit. The result of these meetings was the an- 
nouncement on March 9, 1951 of the Voluntary 
Credit Restraint Program. 

The threat of continued inflation has presented 
a challenge to private banking and financial insti- 
tutions. If individual lending institutions, work- 
ing on a cooperative basis, can cut down the 
amount of new credit and channel credit into 
defense or defense-supporting loans, they will 
probably help to avoid detailed restrictions on 
the extension of new credit. 

The credit restraint program is entirely volun- 





tary in nature and its success depends primarily 
upon the judgment and decisions of private 
financial institutions. The Federal Reserve Sys- 
tem participates in the program to the extent that 
the Voluntary Credit Restraint committees re- 
quire its assistance. 
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ments. These controls, however, were effective over 
only a limited field. Effective control over inflation 
depended on more drastic restriction of the creation of 
nonessential new credit. 

The Treasury and the Federal Reserve Board reached 
an accord early in March 1951, whereby the Reserve 
System withdrew fixed support of U. S. Government 
security prices. This enabled the System to operate with 
greater flexibility in its open market operations and 
permitted the System, within the limits of an orderly 
market, to make purchases and sales of securities at 
prices determined by market conditions of supply and 
demand. The complete change in System credit policy 
led to more restrictive credit conditions. 

To supplement the System’s increased powers over 
the general supply of credit, a general curb on non- 
essential credit, applicable to all lending institutions, 
seemed to be desirable. It was more desirable than 
specific controls over kinds and uses of credit because 
of the complexity of our production system and the 
wide variety of lending institutions. Such a general 
restriction on new commercial, industrial, and agricul- 
tural credit had to be voluntary in nature and required 
the cooperation of the majority of lendixg institutions 
in the nation. The alternative would probably have 
been a further extension of direct Government controls 
over the entire financial system. 


The Voluntary 


Credit Restraint Committee 


The Defense Production Act of 1950 authorized the 
President to encourage financial institutions to enter 
into voluntary agreements to restrain credit. An exec- 
utive order delegated this power to the Board of Gov- 
ernors of the Federal Reserve System, with the pro- 
vision that any such agreement should be subject to 
approval by the Attorney General and the Chairman 
of the Federal Trade Commission. After consultation 
with representatives of the associations of commercial 
bankers, investment bankers, and life insurance com- 
panies, in March 1951 the Federal Reserve Board an- 
nounced the Voluntary Credit Restraint Program. The 
formulators designed the program to enlist the support 
of all lenders in a voluntary effort to limit credit ex- 
pansion. They set up a national Voluntary Credit Re- 
straint Committee to carry out the principles of the 
program and to serve as a central body for coordination 
and implementation. 

While the Committee recognized that its efforts would 
necessarily be limited to the field of private lending, it 
hoped to exercise restraint upon credit expansion so 
that direct Government controls would not become 
necessary. In the statement of principles, the Committee 
pointed out that loans which resulted in an increased 
flow of income without an equivalent flow of goods were 
inflationary. It recognized that many loans for defense 
production would be inflationary. Such loans, however, 
should take precedence over nonessential inflationary 
loans. The Committee hoped that all loans would be 
carefully examined by each financial institution. If the 
lender felt a !oan did not contribute to the production 
or distribution of essential goods and services it should 
not grant the loan. 

The Committee classified four general types of loans 
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as being in accordance with this general principle of 
limiting new credit to essential needs. These were: 

1. Loans for defense production, direct or indirect. 

2. Loans for the production, processing, and orderly 
distribution of agricultural and other staple products, 
goods, and services supplying the essential day-to-day 
needs of the country. 

3. Loans to augment working capital where higher 
costs made them necessary to sustain essential pro- 
duction, processing, or distribution. 

4. Loans incidental to the flotation and distribution 
of securities where the money was being raised for any 
of the other purposes. 

Because the program was voluntary, the Committee 
initially proposed only general principles, leaving the 
question of their interpretation to be decided by the 
circumstances of each loan. It planned to issue sup- 
plementary bulletins from time to time calling attention 
to kinds of loans which should be curtailed and clarify- 
ing these principles if difficulties of interpretation arose. 

Originally the Committee had 12 members. There 
were four representatives each from commercial banks, 
investment bankers, and insurance companies. In May 
1951 the Committee expanded its membership to in- 
clude two representatives each from mutual savings 
banks and from savings and loan associations. The 
Committee established commercial banking subcom- 
mittees in the 12 Federal Reserve districts, with one of 
the members a representative from the Federal Reserve 
Bank, and four regional subcommittees for insurance 
companies and four for investment bankers. A pro- 
spective lender who questioned whether a loan was 
inflationary could request an opinion from the appro- 
priate subcommittee in his district. The lender could 
grant or refuse the loan no matter what the committee 
suggested. The subcommittee in turn could refer the 
inquiry back to the national Committee for its opinion. 


Implementation of the Program 
The national Committee has issued four supple- 
mentary bulletins establishing standards in each of 
four specific areas. 
The first of these bulletins, issued in March, requested 
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lending institutions to refrain from financing inven- 
tories above reasonable levels, measured by a conserv- 
ative yardstick. The Committee pointed out that in- 
ventories had risen sharply since the summer of 1950. 
This accumulation of inventories had contributed to 
the rapid increase in prices. Cutting down stockpiling 
would lessen the bidding for scarce materials and relieve 
some of the pressure on prices. 

In the latter part of April the Voluntary Credit 
Restraint Committee pointed out the tremendous out- 
lays planned for capital expansion. Since defense in- 
dustries needed a vast amount of new plant and equip- 
ment, nonessential private expenditures should be cur- 
tailed to avoid competitive bidding for labor and ma- 
terials, and to help hold down costs. The Committee 
asked lenders to apply strict standards in judging 
whether or not a proposed loan was essential to the 
defense effort. 

The third bulletin pointed out that state and local 
governments were planning capital outlays for many 
improvements and additions postponable for the dur- 
ation of the national emergency. They included replace- 
ment of facilities which were still usable, construction 
of nonessential facilities and borrowing for purposes of 
acquiring privately owned utilities. 

At the same time Defense Mobilizer Wilson requested 
all state and local governments to postpone inflationary 
capital issues — especially bond issues designed to 
finance veterans’ bonuses. He also asked these govern- 
ments to submit plans for capital issues of over one 
million dollars to their regional investment bankers’ 
subcommittees for approval. 

In the middle of June the Committee issued its fourth 
bulletin, requesting financing institutions to limit real 
estate credit extended on existing residential property 
to the provisions of Regulation X on new construction. 
Total credit on any one piece of property or its transfer 
should not exceed two-thirds of its fair value. The Com- 
mittee also urged financial institutions to screen care- 
fully loans on commercial and industrial property and 
“‘sale-lease-back”’ arrangements as to purpose. 

These bulletins dealt with the qualitative control of 
credit expansion. Although they covered a wide field 
of credit, they specifically designated areas where loans 
should be curtailed. Each lender decided the merits of 
a loan on the basis of whether or not it was contrary 
to the principles of the Program. 

The regional committees so far have handled a number 
of requests for their judgment on the inflationary as- 
pects of loans. Many of these have not conformed with 
the principles of the program. The types of such cases 
have varied widely. They included loans for proposed 
expansion, for the purchase of bonds or other corporate 
issues, or for renewals of outstanding inventory loans. 

Public and private groups have cooperated. For ex- 
ample, a regional investment bankers’ committee termed 
a bond issue inflationary and the national Committee 
concurred. Private syndicates which had submitted bids 
for the issue withdrew their support as a result of this 
disapproval. 

It is difficult to determine what success the Program 
has had in cutting down the outstanding volume of 
credit since its inauguration in March. Commercial 
loans have declined since then for the country as a 


JUNI 





whole, and other lenders have reduced or cancelled 
commitments. Other factors at work in the economy, 
however, probably contributed to the decline. Because 
of the withdrawal of Federal Reserve support from the 
Government securities market, security prices sagged 
below par. Insurance companies and other institutional 
investors found that their portfolios of Government 
bonds were no longer convertible into cash at face value. 
Many of them preferred to retain their Government 
securities and cut down on the volume of new loans 
rather than to sell the securities at a loss in order to get 
new funds. The letdown in consumer buying caused 
many traders to restrict inventory accumulation, thus 
reducing the demand for new credit. Many firms found 
it difficult to obtain the necessary allocations of steel 
and other scarce materials for proposed construction. 
Delays occurred in orders for new equipment. Spot 
shortages of skilled laborers began to appear. These 
difficulties have probably led to a curtailment in the 
demand for new credit and thus to a decline in the 
volume of loans. The Voluntary Credit Restraint Pro- 
gram has been a useful supplement to these forces. 


First District Subcommittees 


The First Federal Reserve District has a commercial 
bankers’ regional subcommittee. This committee has 
had several formal meetings to discuss proposed loans. 
They decided that about half of them were contrary to 
the principles of the Voluntary Credit Restraint Pro- 
gram. Many inquiries have been addressed to members 
of the committee on an informal basis, usually by tele- 
phone. This Review will carry notes on the District 
committee’s work in subsequent issues. 

The aggregate volume of commercial and industrial 
loans in the district has fluctuated on a week-to-week 
basis, although there seems to be a transfer of new 
credit from nonessential to defense or defense-support- 
ing industries. In the eleven weeks ending June 13, the 
total volume of commercial loans at a sample of ten 
banks had declined over $2 million, a figure which re- 
flects the restoration of the normal seasonal influence. 

The real pinch in the supply of raw materials and con- 
sumer goods will probably come in the fall. Concurrently 
there will probably be a heavy demand for credit to 
finance the purchase of scarce materials and for plant 
expansion as mobilization creates stresses and strains in 
the productive system. Then, too, the impact of the 
increased income payments to consumers will have a 
greater effect. Scarcer goods and higher incomes will 
exert upward pressure on prices. The real test of the 
Voluntary Credit Restraint Program will occur as other 
features of the credit control program encounter heavy 
pressure. If private cooperation can restrain the in- 
flationary pressure of new credit by limiting loans of 
all kinds, its initiators may claim it has fulfilled their 
hopes. There is, however, a collateral need for a pay- 
as-we-go tax policy, a savings program, reduction of 
nonessential expenditures, and adoption of the same 
principles by federal lending agencies. The program for 
credit restraint can be fully efficient only with such a 
background. It is but one phase of the control of in- 
flation. At the moment this particular program has not 
been in operation long enough for a fair judgment of its 
success or failure. 
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Recent Building Activity 


AN ARTICLE in the February 1951 issue of the Monthly 
Review disclosed that the ratio of housing accommoda- 
tions to total population in New England was somewhat 
more ample in 1950 than in 1940, due mainly to the high 
level of building activity maintained after the end of 
World War II. It also pointed out that many of the 
factors affecting the prospects of the 1951 housing con- 
struction program were still obscure. 

These factors are, chiefly, the public’s need for new 
housing, its ability and willingness to pay for it, the 
supply of building materials, and governmental re- 
strictions on building. All of the available evidence in- 
dicates a persisting basic demand for housing. A high 
level of personal incomes together with an obvious will- 
ingness to spend, the rapid rate of family formation, 
the desire to escape crowded conditions and for com- 
pliance with modern standards, together with the desire 
or actual need to move to another location, all combine 
to sustain the public demand for new housing. New and 
expanding defense industries bring requirements for 
new housing facilities for the accommodation of shifting 
labor forces. 

If building materials are in short supply, curbs on 
housing construction are automatic. Shortage of one 
essential component is sufficient to effect this result 
even though other supplies may be abundant. Although 
reports persist of difficulties in procurement of some 
building materials, particularly builders’ hardware, 
cement, gypsum board and lath, wallboards, reinforcing 
steel, and copper pipe, there is no evidence that ina- 
bility to obtain these materials has seriously affected 
the starting or completion of housebuilding projects in 
New England. 

The producers’ markets for some building materials, 
notably softwood lumber, plywood, hardwood flooring, 
aluminum, and nails have exhibited signs of weakness in 
recent weeks, and some price concessions have actually 
been made. Retail prices of building materials in the 
Boston market have, however, remained generally un- 
changed so far in 1951. 


Buildin 


Restratunts 


Regulation X and the other real estate credit. con- 
trols imposed by the FHA and the VA, together with 
conservation order M-4 of the National Production 
Authority, are restraining influences on the housebuild- 
ing and nonresidential construction programs. The reg- 
ulations provide, however, for velaxation of their terms 
where there would be adverse effects on defense in- 
dustries. Other restraints on credit, together with the 
unpegging of prices of Treasury issues, are retarding 
the flow of funds for lending, and upward pressure on 
interest rates is increasing. There are fears in some 
building circles that present restrictions are too severe 
and that they may depress building activities below the 
10 per cent reduction planned in 1951. Direct defense 
housing activities have so far not taken up the slack. 

Other analysts express the view that the curbs have 
hit close to the mark and that 1951 will see just about 
800,000 to 850,000 housing starts in the United States. 
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Some even express the belief that the figure will reach 
one million and gain some support for their position 
from the fact that housing starts during the first five 
months of 1951 totaled 445,000. A sample of retail 
building materials dealers, responding to a late April 
1951 survey,' forecast that homebuilding in 1951 will 
be about 80 per cent of that in 1950 in the country as a 
whole and about 84 per cent in New England. 

Reports on contract awards in New England indicate 
a substantial drop in apartment house building during 
the first five months of 1951 compared with that in the 
corresponding period of 1950 but, on balance, no sig- 
nificant change in the total of other types of home- 
building. Contracts awarded during the period for the 
building of all one- and two-family dwellings, as reported 
by F. W. Dodge Corporation, called for a total floor 
area slightly greater than that specified in contracts 
awarded during the first five months of 1950. The 
number of dwelling units was down five per cent but 
reported values were up six per cent. 


Shift to Larger Houses 


Contracts awarded for one-family houses for sale or 
rent were, however, above those of the first five months 
of 1950 in all respects; 14 per cent in number of units, 
23 per cent in floor area, and 27 per cent in value. 
These figures indicate that larger houses are being 
planned and that the proportions of the speculative 
building program are greater this year than last, both 
with respect to the number of projects planned and the 
sizes of the houses. Single houses are being built for sale, 
rather than on direct contract for owners. 

Contracts awarded in New England in 1951 so far 
fail to provide a clear answer as to the effectiveness of 
NPA order M-4. Manufacturing floor space planned 
under contracts awarded during the first five months of 
1951 is more than four times that provided by contracts 
awarded during the first five months of 1950. Awards in 
May 1951 call for floor space more than six times as 
great as in May 1950. The award figures indicate less 
activity in construction of commercial and social and 
recreational buildings this year. The expansion in the 
building programs of educational and public buildings, 
hospitals, and miscellaneous nonresidential buildings 
continued, however, through May. 

Previous experience has shown that construction does 
not feel the full effect of curbs until six months to a year 
after their imposition. Commitments made prior to the 
mortgage credit restrictions could account for 400,000 
or more housing starts in the United States in 1951. The 
desire to get a house before the restrictions become 
tougher or the material supply tighter has undoubtedly 
been an important factor. The past winter was also 
favorable to building in New England. 

A combination of a shortage of mortgage money and 
the restraints of Regulation X as well as the accompany- 
ing regulations of the VA and FHA has reduced housing 
starts in the nation. In this region, however, contract 
awards for residential construction indicate that the 
expected decline in housing construction has not yet 
made its appearance. 


1 Business conditions survey. Retail lumber industry, spring 1951. Norman P. 
Mason, North Chelmsford, Mass. 
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Recent Labor 


‘THE MOUNTING DEMAND for defense goods, and attempts 
to build up a labor force in anticipation of Government 
contracts, on top of an already high civilian demand, 
has raised employment in New England to the highest 
levels in several years. Except for December of last 
year, there were more workers employed in nonagricul- 
tural establishments in New England in May than in 
any other month since the outbreak of the Korean war. 
Over-all employment in the region was about seven per 
cent higher, and most of the region’s principal industries 
enjoyed year-to-year gains. Manufacturing industries 
accounted for close to three-fourths of the gain, with 
the principal expansion in the durable-goods industries. 

New England factories provided jobs for 11 per cent 
more workers in May than in the same month a year 
ago—4 per cent in the nondurable industries and 21 
per cent in the durable industries. While total manufac- 
turing employment in May was down slightly from the 
high level established in February, because of seasonal 
curtailments and slowdowns due to material shortages, 
it was still higher than at most times since late 1948. 
Expansion in construction, Government and the service 
industries in recent months has enabled total nonagri- 
cultural employment to increase. 

Cutbacks in seasonal industries such as apparel, 
shoes, and jewelry, a falling off of new orders and devel- 
oping material shortages resulted in an increase in 
the number of workers, principally women, registering 
for unemployment compensation benefits in April and 
May after the start of a new benefit year. In several 
states there were not many unemployed men, but in- 
dustry had not provided employment for an increased 
number of women workers who had recently entered 
the labor market. 


Shortages in Key Occupations 


The over-all supply of labor has remained adequate 
but shortages have developed in key professional, 
skilled, and semi-skilled occupations, especially in the 
metalworking, aircraft and electronics industries. Plants 
in industrial areas, such as Hartford, Waterbury, 
and New Haven, Connecticut, have experienced labor 
stringencies and have resorted to out-of-area recruit- 
ment. Many plants have extended their workweeks 
to help meet the situation. Despite housing scarcities 
which have deterrred some shifting, workers have 
transferred from northern New England to the defense 
centers of southern New England. This shift has caused 
a shortage of agricultural labor in many of the region’s 
principal farming districts. Although hiring of women, 
older, and handicapped workers has increased, em- 
ployers have relaxed hiring standards reluctantly. 

If we attain the defense production goals set by 
mobilization authorities, manpower officials estimate 
that shifts from nondefense activity will provide about 
60 per cent of the additional workers required to carry 
out New England’s share of the program, and the other 
40 per cent will come from the unemployed, normal 
growth in the labor force, and the hiring of women, 
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AVERAGE WEEKLY EARNINGS OF FACTORY WORKERS 
UNITED STATES , 1948-1951 
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older employees, and handicapped workers who are 
now outside the labor force. 

The increase in job opportunities and the tightening 
labor supply is placing a strain on the wage stabiliza- 
tion program. Average weekly earnings have continued 
to climb in many industries due to overtime payments 
and increases granted in hourly rates. In a few indus- 
tries weekly earnings declined in May due to seasonal 
cutbacks in production and curtailments arising from 
material shortages. Earnings in most industries, how- 
ever, are well above those of a year ago. 

Negotiations for wage adjustments in the rubber, 
chemicals, paper, and electrical industries took place 
in May and June. Wage increases agreed to will require 
approval by the Wage Stabilization Board. 

In mid-February the Board announced that wages 
could be raised ten per cent above the levels prevailing 
on January 15, 1950 without requiring approval. The 
Economic Stabilizer liberalized the wage freeze further 
after workers in industries covered by labor contracts 
containing cost-of-living escalator clauses presented 
their case for honoring terms determined by collective 
bargaining. The new policy permits the granting of 
cost-of-living increases up to mid-1951 provided labor 
contracts contained such a clause on January 25. 

At the start of 1951, close to 100,000 industrial 
workers in New England were covered by such agree- 
ments. About 75,000 additional workers will be covered 
if the contracts agreed to by management and labor in 
the woolen and worsted and the cotton-rayon segments 
of the textile industry are approved. The wage policy 
was further modified by the new Wage Stabilizaticn 
Board’s approval of productivity increases for the auto- 
mobile industry. The action paves the way for further 
wage adjustments in the coming months as the effective 
date of the ‘“‘annual improvement” increases come due 
for additional workers. Many contracts in the New 
England metalworking and textile industries especially 
contain such productivity clauses. 
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Automobile Sales 
Trail Production 


THE RECENT relatively higher level of automobile in- 
ventories held by dealers stemmed more from tremen- 
dous production than from low demand. Cumulative 
sales of new passenger cars in Massachusetts for the first 
five months of 1951 stood about 18 per cent higher than 
those in the corresponding period a year ago. Neverthe- 
less, a drop in sales during April and May this year from 
the March level was an unpleasant surprise. It probably 
depended on the passing of the crest of anticipatory 
spending, the payment of past commitments in a period 
when taxes and living expenses took a large slice of 
available income, and the credit restraint imposed by 
Regulation W. Apparently there was no improvement 
in the sale of new passenger cars in Massachusetts 
during the first few weeks of June. 

A spot check of New England automobile dealers in 
early May indicated that ‘‘big three’? new passenger 
cars were moving well, while inventories of independent 
makes were piling up. The turnover of used cars was 
satisfactory except for late models which posed a 
serious inventory problem throughout the region. Soft- 
ness in some parts of the automobile market was affect- 
ing the whole industry — dealers pushed their sales at 
the expense of profits. They offered new cars at a dis- 
count from list prices, liberalized trade-in allowances, 
and used more sales-promotion schemes. 

Cumulative sales of new trucks in Massachusetts 
through May 1951 were about three per cent higher 
than during the comparable period of 1950. The edge in 
this year’s sales over those in 1950, however, declined 
steadily after a big bulge in February. Sales during 
April and May 1951 were actually lower than sales in 
corresponding months a year ago, although Regulation 
W does not apply to trucks. 


SALES OF NEW AUTOMOBILES AND TRUCKS 
IN MASSACHUSETTS 
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CONSUMERS 
Attract Attention 


BuYING AT RETAIL STORES received close attention 
during May and June. Business policy makers took the 
pulse of consumers. They assessed the influence on sales 
of controls over prices, credit, and materials; price wars: 
changes and prospective changes in income; levels of 
taxes and savings; and shifts in buying habits. 

Consumers in New England spent 3.6 per cent more 
dollars at department stores in May 1951 than they 
spent in May 1950. Consumer buying in dollars thus 
exceeded the level of a year ago, but declined in unit 
volume because prices had increased by a larger per- 
centage. During the period from June 2 to June 16 sales 
in a sample of southern New England department 
stores, however, fell below those in the corresponding 
period last year by 5.7 per cent. Price wars had no 
significant influence on the volume of sales in New 
England department stores during May, and the year- 
to-year decline in sales in the first half of June con- 
firmed their absence. 
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The home furnishings department where buyers pur- 
chase major household appliances, television sets, furni- 
ture, and other durable consumer goods had the largest 
year-to-year percentage decrease in sales during May. 
On the other hand, the principal nondurable consumer 
goods departments — women’s and misses’ apparel and 
accessories, men’s and boys’ wear, and the basement — 
more than held their own in comparison with sales in 
May a year ago. Sales in both the major household 
appliance and the radio, phonograph, television set, 
and piano departments fell from 40 to 50 per cent behind 
sales last year during May in a sample of New England 
department stores. 

Retail stores had plenty of most lines of merchandise 
for sale. The retail value of stocks at the end of April 
in Downtown Boston stores was 37 per cent higher, and 
in New England department stores outside Boston was 
20 per cent higher in 1951 than in 1950. The Down- 
town Boston stores adjusted their merchandise orders 
outstanding in April to a level only 23 per cent higher 
than in April 1950, in sharp contrast to the high year- 
to-year increases of 38 per cent in March, 79 per cent in 
February, and 102 per cent in January. Nevertheless, 
orders for selected textile items remained high and prob- 
ably reflected excellent buys in a market with abundant 
supplies. The remainder of the outstanding orders for 
major departments recorded moderate year-to-year 
percentage increases. The Downtown Boston stores 
seemed to anticipate a sales stimulus from the defense 
program and higher consumer incomes in the future and 
did not worry unduly about the influence of deterrents 
to sales. On the other hand, New England depart- 
ment stores outside Boston followed a more cautious 
policy and reduced their merchandise orders outstand- 
ing in April 1951 to a level only two per cent higher 
than those in April 1950. 
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Civilian Business Quiet 


THE LULL IN BUSINESS ACTIVITY in New England con- 
tinued through May and early June. Business sentiment 
outside active defense-production areas became more 
cautious as orders fell off and production cutbacks 
multiplied. Manufacturers throughout the region leveled 
off their accumulation of raw-material inventories and 
sharply curtailed long-term forward buying. Layoffs in 
textile and shoe centers spread. A large brass company 
announced a temporary shutdown with typical reasons: 
“shortages of raw materials, cutbacks in civilian pro- 
duction, and not enough defense production to compen- 
sate for the loss of civilian production.” 

In late May, however, retail shoe sales picked up and 
department stores expanded their orders for apparel 
and other nondurable goods. At the mill level cotton 
grey goods began to move, but defense orders provided 
most of the production impetus for woolens and 
worsteds. Producers in the region expected business to 
pick up in the third quarter. The nondurable consumer 
goods industries anticipated a squeeze on production 
after the start of the new fiscal year this summer when 
military and consumer buying would probably in- 
crease simultaneously. The durable-goods industries 
expected that the controlled materials plan, scheduled 
for July 1, would help to solve their materials problems 
and that the delayed impact of subcontracting defense 
orders would begin to appear as metalworking machin- 
ery became more plentiful. 

The volume of orders placed with manufacturers in 
Massachusetts during April declined for the first time 
since December 1950, and set the stage for the lull, 
according to the Associated Industries of Massachu- 
setts. All manufacturing groups except electrical ma- 
chinery reported a month-to-month reduction in orders. 
Percentage declines were the largest for textiles, fol- 
lowed by nonelectrical machinery, paper and printing, 
primary metals, and leather and shoes. Nevertheless, 
the combined volume of orders remained high, at a 
level about 60 per cent above that of April 1950. Orders 
in most groups in the year-to-year comparison had 
improved substantially except for chemicals, off about 
ten per cent, and leather and shoes, which were down 
about two per cent. 

Employment statistics reflected the mixed trends 
within a relatively prosperous regional economy. Manu- 
facturing employment in New England fell off in the 
textile, lumber and wood products, apparel, rubber 
products, and leather and leather products industries, 
but hiring continued at a rapid pace in the aircraft and 
defense electronics industries and the shipyards. 

The recent lull in the production of soft goods brought 
a relative rise in initial claims for unemployment in- 
surance in New England. Since other industries were 
expanding, however, the over-all level of unemployment 
during May, as indicated by continued claims for un- 
employment insurance, was about half that in the com- 
parable period of 1950. Another article in this Review 
discusses wage developments and the current labor 
market in New England. 

New England received an estimated volume of 
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$1,117,000,000 in unclassified defense contracts for the 
44 weeks ending May 18, or approximately 13 per cent 
of the United States total. Textiles led in importance, 
followed by electrical machinery and apparatus, air- 
craft and parts, leather and leather products, apparel, 
ordnance, rubber products and nonelectrical machinery. 

Orders for a large proportion of electronic items and 
metal goods were generally still “book orders’ in late 
spring, and volume production with its income-produc- 
ing effect was in the offing. The machine-tool industry 
had an extensive backlog of orders, but firms which had 
ordered new machinery for cutting up metals did not 
expect to receive it in any great quantity until 1952. 
Producers of machine tools and related equipment 
hoped the new priority ratings would assist in a rapid 
build-up of production. Manufacturers struggled to 
balance their inventories of metals for production in 
coming months. 

Financing of defense work under V-loans gathered 
momentum, and commercial banks participated actively 
in the program. The percentage distribution of V-loan 
applications among industries in this region conformed 
with the relative importance of the industry groups re- 
ceiving unclassified defense contracts. 

HW hiolesale Prices Decline 

The gradual easing in prices which became evident 
this spring continued during May and early June. In 
the week of June 5, the U. S. Bureau of Labor Statistics 
reported that average primary market prices were about 
one per cent below the peak of late March. A decline of 
about 3.5 per cent in the farm products group contrib- 
uted to the over-all slackening, along with declines in 
chemicals and allied products, and textiles. The index 
of spot primary market prices for 28 commodities stood 
nine per cent lower on June 6 than at the peak in 
February. All of these commodities had declined in 
price except raw cotton and sugar. Prices of wool tops, 
silk, and tin were about 25 per cent lower, while print 
cloth prices had dropped 17 per cent; cottonseed oil, 
22 per cent; and barley, 17 per cent. 
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Industrial output in the nation inched upward during 
May. Increased production of machinery to expand 
industrial and munitions output more than offset 
lower production of consumer durables. Resumption of 
textile-mill activity boosted the output of non-durables. 
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Consumers’ prices in Massachusetts in May were 8 
per cent higher than in May 1950 but slightly below 
the peak of February 1951. In the February-May 
period, food prices declined 1.4 per cent while all other 
components of the index advanced slightly. 


BUSINESS AND AGRICULTURAL LOANS 
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Business and agricultural loans outstanding in Dis- 
trict I declined slightly during May from the level in 
April, but stood 14 per cent higher than in January 
1951. In the nation, the increase between January and 
May this year was only 6 per cent. 
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BUSINESS FAILURES 
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The level of business failures in N. E. did not change 
appreciably during the first four months of 1951. The 
number of failures was about 30 per cent lower than in 
the comparable period of 1950; in the nation the year- 
to-year decline was only 17 per cent. 
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In late May the weekly index of wholesale prices was 
about 16 per cent higher than it was a year ago, but 
slightly below the peak of March 1951. Prices of all 
the major components of the index were slipping in 
May, except for fuel and lighting materials. 


COTTON SYSTEM SPINNING ACTIVITY 
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Spinning activity in New England cotton mills acceler- 
ated during April and pushed the four-month tally of 
active spindle hours 18 per a ahead of the compar- 
able figure in 1950. The U. S. as a whole registered a 
similar year-to-year aaa 




















